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More than 13,000 funds*

Number of investment companies by type

MUTUAL FUNDS
CLOSED-END FUNDS
EXCHANGE-TRADED FUNDS
UNIT INVESTMENT TRUSTS

With more than $11 trillion in assets*
Investment company assets, billions of dollars

MUTUAL FUNDS $10,717
CLOSED-END FUNDS
EXCHANGE-TRADED FUNDS $515
UNIT INVESTMENT TRUSTS

Serving almost 90 million shareholders
Ownership of funds offered by investment companies, 2009

43.7 PERCENT
51.2 MILLION

88.5 MILLION

TOTAL

13,895 FUNDS

TOTAL

$11,448 BILLION

OF U.S. HOUSEHOLDS OWN FUNDS
U.S. HOUSEHOLDS OWN FUNDS

INDIVIDUALS OWN FUNDS
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DEC 23: President Bush signs the
Worker, Retiree, and Employer
Recovery Act of 2008, which allows
retirees to avoid taking required
minimum distributions for 2009.

DEC 31: Mutual funds' total net
assets: $9.6 trillion.

i

DOW JONES INDUSTRIAL AVERAGE—DAILY CLOSES
AUGUST 1, 2008-FEBRUARY 27, 2009

JAN 14: Money market fund assets
hit $3.9 trillion, a record to date.

JAN 15: The Group of 30, chaired by
former Fed Chairman Paul Volcker,
suggests money market funds should
either adopt a floating net asset value
(NAV) or be subject to bank-style
regulation.

FEB 2: The SEC adopts a series of
measures to increase transparency
and accountability at credit rating
agencies.

FEB 17: Obama Administration
stimulus legislation, the American
Recovery and Reinvestment Act of
2009, is enacted.

FEB 25: Senate Special Committee on
Aging Chairman Herb Kohl (D-W1)
says rules may be needed to make
investors more aware of risks of
target date funds.

i

DECEMBER

JANUARY

FEBRUARY »

5

DEC 19: In a news conference at the

National Press Club, ICI President and
CEQ Paul Schott Stevens presents
research showing continued public
support for defined contribution
plans and outlines reform agenda for
U.S. retirement system.

T
JAN 5: In a letter to independent
directors, Stevens sets out ICl's 2009
policy priorities: regulatory reform,
affirmation of 401(k), strengthening
money market funds, and equitable
tax treatment for funds and investors.

JAN 27: ICl launches new weekly
data series on net new cash flow for
long-term mutual funds and revamps
weekly report on money market fund
assets.

FEB 24: Stevens testifies on
improving 401(k)s and U.S.
retirement system at House
Education and Labor Committee.
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ICI ACTIONS

Leading the Way in the Wake of Crisis

KEY DEVELOPMENTS AND ICI ACTIONS, MARCH 2009-0OCTOBER 2009

MAR 9: Dow Jones Industrial
Average closes at 12-year low of
6547.05.

MAR 26: Treasury outlines
framework for regulatory reform.
Secretary Geithner calls for
“comprehensive reform—not
modest repairs at the margin.”

MAR 31: Treasury announces final
extension of Temporary Guarantee
Program to September 18, 2009.

MAR 31: Mutual funds' total net
assets: $9.2 trillion.

APR 8: Morningstar.com reports
that expense ratios could climb 2
to 4 basis points in 2009.

APR 8: The U.S. Eighth Circuit
Court of Appeals reverses
dismissal of excessive fee case,
Gallus v. Ameriprise Financial.

APR 10: SEC proposes several
approaches to imposing price
restrictions on short selling.

APR 19: 60 Minutes airs segment,
“Retirement Dreams Disappear
with 401(k)s.”

JUN 17: Obama Administration white paper
outlines proposals to promote robust supervision
and regulation of financial firms. ICl calls blueprint
“more significant and far-reaching than any since
the New Deal.”

JUN 24: The SEC unanimously votes to propose
changes to the rules governing money market
funds. The agency's proposal includes new
standards in such key areas as credit quality,
liquidity, and maturity.

JUN 30: Mutual funds’ total net assets:
$10.0 trillion.

MAY 20: GROWTH Act
introduced in the U.S. Senate. Bill
would defer taxation of mutual
fund capital gain distributions that
are automatically reinvested until
shareholders actually sell their
funds.

i
T

MARCH

APRIL

MAY JUNE

MAR 3: ICl releases white paper
outlining ways to modernize and
strengthen regulatory oversight of
the U.S. financial industry.

MAR 5: [Cl hosts Retirement
Savings Summit with six other
trade groups.

MAR 10: Stevens presents
ICl ideas for financial services
regulatory reform to Senate
Banking Committee.

MAR 17: Money Market Working
Group submits its report to

ICl Board, recommending new
standards for credit quality,
liquidity, and maturity. Board
endorses report and calls upon
money market funds to implement
proposals voluntarily.

MAR 26: |Cl tells SEC that
investors need increased
disclosure from credit ratings
agencies and issuers.

APR 14: IC| and Deloitte
Consulting release study on
fees in 401(k) and other defined
contribution plans.

APR 15: At SEC roundtable,
Stevens calls for improved
disclosure on credit ratings and a
more transparent ratings process.

APR 17: ICl publishes “10 Myths
About 401(k)s—and the Facts”
to dispel myths that savers are
widely abandoning 401(k) plans.

MAY 5: At AEl forum, ICI Chief
Economist Brian Reid argues
against floating net asset value
for money market funds.

MAY 8: At ICl's 51st General
Membership Meeting, SEC
Chairman Schapiro names
regulatory reform as her top
priority and says the SEC should
be the capital markets regulator.

JUN 18: ICI General Counsel Karrie McMillan
releases Principles to Enhance Understanding of
Target Date Funds at joint SEC-Department of Labor
hearing.

JUN 24: |Cl welcomes SEC's proposed money
market fund reforms.

JUN 24: |Cl registers objections to H.R. 2989,
a 401(k) disclosure bill passed by the House
Education and Labor Committee.



JUL 8: Treasury taps nine
investment managers to operate
funds that will buy toxic securities
from financial institutions.

JUL 27: The SEC announces final
rules aimed at protecting investors
against abusive short sales

and providing more short sale
information to the public.

DOW JONES INDUSTRIAL AVERAGE—DAILY CLOSES

AUG 11: Obama Administration
details a plan to more closely
oversee the derivatives market
by requiring many derivatives
products to trade on regulated
exchanges or electronic venues
and be processed through
clearinghouses.

MARCH 2, 2009-0OCTOBER 14, 2009

OCT 1: Fed Chairman Ben S. Bernanke tells
lawmakers that responsibility for monitoring
systemic financial risks should go to a council
of regulators.

OCT 14: Dow Jones Industrial Average
closes above 10,000 for the first time since
October 2008.

SEP 17: SEC votes unanimously to
bolster oversight of credit ratings
agencies by enhancing disclosure
and improving the quality of credit
ratings.

SEP 18: Treasury Temporary
Guarantee Program for Money
Market Funds expires.

SEP 30: Mutual funds' total net
assets: $10.8 trillion.

i
.

JULY

JUL 9: In an Ignites commentary,
Stevens says Congress can
improve upon H.R. 2989.

JUL 16: ICl submits
recommendations to Department
of Labor on Obama Administration
retirement security agenda.

JUL 17: Before House Financial
Services Committee, Stevens
recommends a stronger SEC and
an effective Systemic Risk Council.

JUL 23: Stevens discusses his
vision of a Systemic Risk Council
before Senate Banking Committee.

AUGUST

i v

OCTOBER

T V' S
SEP 3: ICl and the Independent
Directors Council file amicus curiae
briefs with the U.S. Supreme Court
in support of Harris Associates in
Jones v. Harris Associates L.P.

SEPTEMBER

SEP 8: |Cl expresses its support
for the SEC's proposed changes

to money market fund regulation
but rejects requiring funds to use a
floating NAV.

SEP 8: ICI comment letter calls
for enhanced disclosure of
information to investors regarding
municipal securities.

SEP 28: ICl holds a workshop for
regulators and retirement experts
on enhancing understanding of
target retirement date funds.

OCT 1: ICl urges policies to expand access to
investment advice for 401(k) and IRA savers in
statement to House Ways and Means Committee
hearing.
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Taking Action to Build New Strength
Into Money Market Funds

In the summer of 2007, problems in the subprime
mortgage market began to spill over into credit
markets around the world. First to feel the effect
were investment pools that held subprime
mortgage or mortgage-based instruments, such

as asset-backed commercial paper. Unregistered
cash pools—mistakenly described by the media

as "“money market funds”"—and local government
liquidity pools experienced failures. Money market
mutual funds, in contrast, received a strong investor
vote of confidence: over the 13 months ending in
August 2008, money market funds absorbed more
than $800 billion in new cash, boosting the size of

these funds by more than one-third.

By September 2008, however, the crisis came home
for money market funds. After a long sequence of
failures by major financial firms, the bankruptcy of
Lehman Brothers Holdings Inc. triggered a drop in
the net asset value (NAV) of the Reserve Primary
Fund, making it the second U.S. money market

fund in history to “break the dollar.” In response,

the Federal Reserve and the Department of the
Treasury took several actions to shore up the money
market in general and to calm money market fund

investors in particular.

The Institute engaged fully in efforts to restore
liguidity and support fund investors. Even before
the events of September, ICl created an informal
working group of industry leaders, led by Vanguard

Chairman John J. Brennan, to monitor the money

markets and promote solutions. In the tense and
perilous week following Lehman's bankruptcy, this
group, supported by ICI staff, worked with Treasury
and the Fed to ensure that government actions
would be as effective as possible. For example,

the Treasury Temporary Guarantee Program for
Money Market Funds was limited to existing money
market account balances to reduce the potential for
destabilizing flows into and out of money market
funds when the guarantee was implemented and

eventually removed.

These events, however painful, raised legitimate
questions about how the money market operates
and how money market funds should be regulated
within that market. In November 2008, the
Executive Committee of ICl's Board of Governors
formally charged the Money Market Working
Group with developing recommendations to make
the money market and money market funds more
resilient in the face of any future financial crisis.
Under Brennan's energetic leadership, the Working
Group reached out to investors, issuers, regulators,
and other participants in U.S. and global money

markets in an intensive five-month examination.

The Report of the Money Market Working Group,
released in March 2009, provided a blueprint for
the future of this vital product. The Working Group
recommended new, tighter regulatory standards
for the credit quality and maturity of money market

fund assets under Rule 2a-7 of the Investment




Company Act of 1940. It suggested imposing for
the first time daily and weekly minimum liquidity
requirements and “"know your client” procedures

to better prepare funds for potential redemption
pressure. To ensure fair treatment of all investors

in a redemption crisis, the Working Group proposed
empowering a fund's board to suspend redemptions

while working out a plan for liquidation.

The Working Group also carefully analyzed other
regulatory proposals—such as applying bank-style
regulation or requiring funds to abandon their
fixed $1.00 NAV—that would fundamentally alter
the nature of money market funds. In each case,
the group concluded that these changes were
impracticable, would not effectively mitigate

risks to the financial system, and would have
significant adverse impacts on investors and the

capital markets.

Receiving the Report, the ICI Board of Governors
called upon all money market fund complexes to
adopt promptly those recommendations that did
not require prior regulatory action. The industry

was widely praised for taking voluntary action.

To a large degree, the Working Group's
recommendations anticipated regulatory
proposals on money market funds put forward
by the Securities and Exchange Commission in
June 2009. In its comment letter, ICl strongly

supported the thrust of the SEC's proposals.

“Money market funds are a key component of the
money market, relied upon by individuals and
institutions alike. We strongly believe that taken
as a whole, these recommendations will greatly
increase the resiliency of money market funds to
the benefit of both investors and markets.”

JOHN BRENNAN

The Institute spoke out strongly, however, against
the concept of a floating NAV for money market
funds, arguing that such a requirement would

drive investors toward less-regulated funds while
reducing the supply of short-term credit for
corporate America and municipalities. “Forcing
funds to adopt a floating NAV would introduce new
and significant risks to the financial system without
any offsetting gains,” said ICl President and CEO

Paul Schott Stevens.

Final action by the SEC on its Rule 2a-7 reform
proposals is expected by the end of 2009. The
Obama Administration has also charged the
President’s Working Group on Financial Markets to
conduct a separate study of money market funds,
including the question of floating NAVs. That report

is expected before the end of the year.

For more information on ICl’s activities on money market funds,
see www.ici.org/mmfs.
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Advocating Reforms to Fill the Gaps
In Regulation of Financial Services

Well before most Americans felt the impact

of the financial crisis, many policymakers and
commentators were calling for reform of the
financial services regulatory system, reflecting
general agreement that the current oversight
structure is insufficient to address modern financial
markets. The crisis put into much sharper focus the
inadequacies of the current system and the many
important linkages that exist among U.S. financial

markets and markets of other developed nations.

Yet the market turmoil and resulting economic
damage also offered an important opportunity: the
chance to have a frank and robust public dialogue
about how best to regulate financial services and
avert future crises. Throughout these discussions,
ICl has sought and gained a key role as a thought
leader and advocate for sound reform that

emphasizes investor interests and financial stability.

As the Obama Administration was taking shape,
ICl engaged with transition leaders and incoming
officeholders to offer insights and expertise on vital
regulatory issues. In March 2009, the Institute
offered one of the first comprehensive white papers
outlining priorities for regulatory reform in the wake
of the financial crisis. Financial Services Regulatory
Reform: Discussion and Recommendations challenged
lawmakers to create a framework that would
enhance regulatory efficiency, limit duplication,
close regulatory gaps, and emphasize the national

character of the financial services industry.

Specifically, it called for a:

» Capital Markets Regulator, dedicated to
investor protection and law enforcement, as
the first line of defense against risks to the
capital markets. ICI called for specific reforms
to strengthen any Capital Markets Regulator,
enhance its effectiveness, and empower it to
address regulatory gaps and harmonize legal
standards for investment advisers and broker-
dealers. The Capital Markets Regulator would
serve as the regulatory standard-setter for
registered investment companies, including

money market funds.

» Systemic Risk Regulator to help ensure greater
overall stability for the financial system as a
whole. This agency or council of regulators
would identify practices that threaten the
health of the financial system at large and
would act in concert with functional regulators

to mitigate these risks.

The Institute undertook a concerted effort to promote
these ideas in the public dialogue. One week after

the white paper’s release, ICl President and CEO Paul
Schott Stevens outlined ICl's proposals in testimony
before the Senate Banking Committee. In July,
Stevens appeared before the House Financial Services
Committee to offer recommendations to strengthen
the Securities and Exchange Commission, which
would have ongoing jurisdiction over funds. Noting
that fund investors had enjoyed significant protections
under the SEC regime—including daily pricing,

separate custody of fund assets, tight restrictions




on leverage, extensive disclosure, and strong,
independent governance—Stevens told the panel:
“Recent experience suggests that policymakers
should consider extending some of these same

disciplines to other marketplace participants.”

Significantly, the Obama Administration’s blueprint
for regulatory reform, released in June 2009,
maintained the SEC's regulatory authority over
funds, even as the Administration supported
creating a new Consumer Financial Protection
Agency to oversee other financial products.

In addition, ICl's early advocacy for entrusting
systemic risk oversight to a council of regulators,
rather than any single agency, gained substantial
momentum on Capitol Hill. Stevens returned to the
Senate Banking Committee in July 2009 to offer

a detailed framework for a Systemic Risk Council
that would draw upon the expertise and front-line
experience of functional regulators to anticipate
and address emerging risks without stifling
innovation, impeding competition, or imposing

needless inefficiencies.

Financial services regulatory reform is progressing
on Capitol Hill, and the outcome on several fronts
remains uncertain. As the debate has evolved, ICl
has been widely cited in the press for its intellectual
contributions. The Institute's Government Affairs,
Law, and Research departments continue to work
vigorously to ensure that the interests of funds,

retirement plans, and investors are represented.

For more information on ICl's activities on regulatory reform,
see www.ici.org/reg_reform.

ICI PRESIDENT AND CEO PAUL SCHOTT STEVENS MAKES THE
CASE FOR A SYSTEMIC RISK COUNCIL DURING A HEARING ON
REGULATORY REFORM EFFORTS BEFORE THE SENATE BANKING
COMMITTEE IN JULY 2009.
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Standing Up for America’s Retirement
System in the Face of Challenges

In December 2008, Americans could find little
that was positive in the public dialogue about
retirement. Months of falling stock prices had taken
a toll on balances in 401(k) and other employer-
based plan accounts. Press accounts highlighted
anecdotal evidence of a flight from 401(k) plans

by hard-pressed workers halting contributions,
taking hardship withdrawals, or radically adjusting
asset allocations. Critics rose to denounce 401(k)
plans and called for sweeping changes in America’s

retirement system.

In this volatile environment, ICl stepped up to take

a strong stance in support of 401(k)s. With solid
data from account records covering more than

22 million plan participants and from household
surveys, the Institute demonstrated that workers
were not panicking and that Americans backed key
features of today's retirement system. Fewer than

4 percent of participants stopped contributing to
their plans in 2008, and more than 70 percent of
households supported the tax incentives for savings
designed into 407(k)s and similar plans. “Americans
are staying the course,” ICl President and CEO

Paul Schott Stevens declared in a speech at the
National Press Club in Washington, DC. “They are
not reacting out of panic. And workers want to keep
the basic strengths of 401(k)s: tax-favored savings,
individual choice in investing, and personal control

of these retirement assets.”

The Institute, too, has stayed the course, with

a concerted campaign to affirm and strengthen
America’s retirement system. With expertise firmly
grounded in research and member firms' deep
knowledge of how retirement plans operate, ICl
advocates sound policies that will help Americans
build retirement security for current and future

generations of workers.

In February 2009, Stevens presented a
comprehensive retirement reform agenda in
testimony before the House Education and Labor
Committee. Stevens called for better disclosure

on fees and other key investment information,
lower barriers for employees seeking to diversify
out of company stock, greater use of automatic
enrollment and automatic savings escalation,
simpler ways for employers to offer retirement
plans, and improved financial education—all atop a
commitment to ensure a sound financial footing for
Social Security. In March, the Institute continued the
dialogue in partnership with six other trade groups,
organizing a retirement savings summit to discuss
how lawmakers and regulators can build on the

considerable strengths of today's retirement plans.

In April, ICl enhanced its already formidable stock
of retirement-related research by releasing the
Defined Contribution/401(k) Fee Study, conducted by
Deloitte Consulting LLP. The study illuminated the




range of fees and the plan factors associated with
fees, finding that lower fees can be found in larger
plans, those that have higher contribution rates by
employers and employees, and those that make
use of automatic enrollment. “Competition in this
vital market has kept fees low, even as plans offer
higher levels of service,” Stevens said. ICl's Public
Communications, Research, Legal, and Government
Affairs departments worked actively to ensure

this research informed the debate about fees in

401(k) plans.

On Capitol Hill, the Institute continues to work
closely with a number of members of Congress who
are considering legislation on 401(k) disclosure. ICl
has strongly supported efforts by the Department
of Labor and Congress to ensure employers and

participants receive the information they need to

make the decisions charged to them in 401(k) plans.

At the same time, ICl has raised serious questions
about H.R. 2989, a bill passed by the House
Education and Labor panel, because its disclosures
fall short of providing the clear, concise, and usable
information that employers and workers need.

H.R. 2989 would also distort a vibrant competitive
market and would bring government into the task of
picking investment options for plans. ICI continues
to urge Congress to consider more comprehensive

and workable disclosure legislation instead.

The Institute also continues to engage with
regulators on issues central to Americans'
retirement security. Pursuing a long-time goal of
widening the sources of investment advice available
to plan participants and owners of individual
retirement accounts, ICl has urged the Department
of Labor to adopt policies that promote the provision
of investment advice and preserve existing advice
and education programs on which many plans now

rely.

Financial markets' recovery from the lows of the
crisis has brightened the retirement outlook. These
issues, however, will continue to challenge the fund
industry in the years ahead. ICl will strive to maintain
a central role in debates on retirement security on
behalf of its members and the providers, employers,
and workers who are building a vibrant, innovative,

and growing private retirement system.

For more information on ICl's activities on 401(k) issues,
see www.ici.org/40]7k.
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CASE STUDY:.

Supporting Innovation for Savers
In Target Retirement Date Funds

Target retirement date funds are one of the most
significant recent innovations in retirement savings.
These funds, also known as lifecycle funds, provide
a convenient way for an investor to purchase a

mix of asset classes within a single fund that
rebalances its asset allocation and becomes more
conservative as the investor ages. Just as important,
target date funds allow investors to avoid extreme
asset allocations. Research shows that asset
allocation is one of the most important factors in

long-term portfolio performance.

The market turmoil in the last year, however,
took a significant toll on retirement assets of all
types—and target retirement date funds were not
immune. Losses in these funds focused public
and policymaker attention on their investment
approach, disclosure, and investor understanding.
Policymakers and the press questioned the funds’
asset allocations, particularly the level of equity
investment in funds approaching their target

retirement date.

The Institute moved aggressively to address these
challenges, in part by forming the Target Date Fund
Disclosure Working Group. This group, composed
of ICI members representing more than 90 percent
of target date mutual fund assets, consulted with

a broad range of industry participants to develop

Principles to Enhance Understanding of Target Date

Funds. The five principles call upon target retirement
date funds to prominently disclose the relevance

of the target retirement date used in a fund's

name; the fund's assumptions about the investor’s
withdrawal intentions at and after the target date;
the age group for whom the fund is designed; an
illustration of the asset allocation path, or glide path,
that the fund follows to reduce its equity exposure
and become more conservative over time, as well
as a description of the flexibility, if any, the manager
has to deviate from the glide path; and a statement
that there are investment risks associated with
target date funds, including the risk of loss at or
near the target date, and that the fund offers no
guarantee it will provide adequate income at and
throughout retirement. The Working Group also
prepared a sample disclosure document embodying

the principles.

ICI General Counsel Karrie McMillan unveiled the
Principles and the sample disclosure in June 2009
at a joint hearing of the Department of Labor

and the Securities and Exchange Commission.

In her testimony, she discouraged regulators

from mandating changes in the names of these
funds. The weight of testimony offered by a wide
range of witnesses, including ICl, also made a
strong case against regulation that would take the
unprecedented step of trying to standardize asset

allocations of target retirement date funds.




In September 2009, the Institute continued its
mission by hosting a workshop for ICI members,
plan sponsors, regulators, and other retirement
experts on how to enhance understanding of target
retirement date funds. The workshop focused on
issues relating to the type and quality of information
about target retirement date funds available to

both employers and plan participants, and how that

disclosure might be improved.

ICl'is committed to continue working with
regulators and lawmakers to enhance understanding
of target retirement date funds among plan

sponsors, investors, and policymakers.

For more information on ICl's activities on target retirement date
funds, see www.ici.org/trdf.

ICI GENERAL COUNSEL KARRIE MCMILLAN UNVEILED PRINCIPLES TO
ENHANCE UNDERSTANDING OF TARGET DATE FUNDS, DEVELOPED
BY AN ICI TASK FORCE, AT A JOINT SEC-DEPARTMENT OF LABOR
HEARING.
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QuestiondzAnswer

Dean R. Sackett Il Donald C. Auerbach

CHIEF GOVERNMENT AFFAIRS OFFICER
AND CO-HEAD

INVESTMENT COMPANY INSTITUTE

CHIEF GOVERNMENT AFFAIRS OFFICER

AND CO-HEAD
INVESTMENT COMPANY INSTITUTE



IN MARCH YOU WERE APPOINTED AS CO-HEADS OF
GOVERNMENT AFFAIRS. WHAT IS YOUR WORKING
RELATIONSHIP?

Auerbach: Collaboration and mutual respect are key.
Working together as the financial services team,
Dean and | have had a collaborative relationship

for along time. More importantly, we recognize
that we're the public face on Capitol Hill for a team
effort that enlists the energy and expertise of ICl
from every corner of the building, including the Law,
Research, Operations, and Public Communications

departments.

Sackett: We've integrated more of ICl's experts into
our day-to-day work to enhance what we take to
the Hill. There's just a more unified organization,
not only within ICl, but also within the Government
Affairs Department in bringing together the

resources of our staff to work on the issues.

WHAT SHAPES ICI'S STANDING ON CAPITOL HILL, AND
HOW DOES THE INDUSTRY BENEFIT FROM IT?

Sackett: Our approach is to be fact-based, well-
researched, and to go to great lengths to educate
and present all sides of an issue. We are also

able to bring remarkable resources to bear on the
debate with the great synthesis of ICl's intellectual
capital. We have a fully developed and professional
research staff, extensive legal capabilities, active
member companies that are well-respected, and
we represent almost 90 million shareholders. All
of that allows us to go to the Hill as really strong,
honest brokers. Members of Congress and their staff
welcome our views and the fact-based information
we provide. We are a part of the conversation and

the recognized voice for the industry.

“Qur approach is to be fact-based, well-researched,
and to go to great lengths to educate and present
all sides of an issue....All of that allows us to go to
the Hill as really strong, honest brokers. Members
of Congress and their staff welcome our views and
the fact-based information we provide. We are a
part of the conversation and a recognized voice for

the industry.”
DEAN SACKETT

“|t goes to the long-term relationships the Institute
has, the credibility of the information we provide
over time, and the reputation of the industry. All of

those things go into our success...”
DON AUERBACH

HOW DOES GOVERNMENT AFFAIRS WORK WITH
MEMBERS?

Auerbach: Well, in a number of ways. Through

our organization, we work to coordinate with our
member companies on their messages and try to
produce a unified stance on the Hill. And more
directly, we work and coordinate with our member
companies’ government affairs representatives when
we're bringing messages to Capitol Hill. We also take

ICI members to the Hill on a fairly frequent basis.

Sackett: Remember, whether it's the Board or
Executive Committee making a policy decision,

or our members working through the committee
process with Law or Operations, our members

are helping set policy at ICI. We then carry those
policies to the Hill, either on our own or with them as

partners in lobbying efforts.
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DEAN, YOU'RE A REPUBLICAN, AND DON, YOU'RE A
DEMOCRAT. HOW DOES THAT WORK?

Sackett: We bring our own perspectives and
backgrounds, but we share the goal of bringing
positive results for the industry. We know that
Republicans and Democrats sometimes start in
different places on policy, so we take that into
account as we work to build consensus. But at

the end of the day, our mission is to represent the
interests of mutual funds and their shareholders,
and we work with coalitions and guide them to that

end, irrespective of party affiliation.

Auerbach: While we may hail from different parties,
it doesn't really matter for our objective. Our job is
to represent the mutual fund industry and to work
on strategies that bring positive results for mutual
funds and their shareholders. So while we may bring
tonal differences to our approach on the Hill, our

mission is the same.

WHEN YOU TOOK YOUR NEW POSITIONS, THERE WAS
A NEW ADMINISTRATION AND A NEW WORLD ON THE
HILL. HOW HAS THIS AFFECTED ICI?

Auerbach: Whenever there's a new Congress or a
new Administration, especially one that campaigned
on change, you're going to have a lot of new energy.
But we've had long relationships with people on
both sides of the aisle and with the leaders of the

key committees.

Sackett: Of course, we're sensitive to the changes
in leadership, but we approach things around
building majorities for our issues. And the changes
in the Administration and Congress don't result in
a change of our philosophy because we've always

taken a bipartisan, shareholder-focused approach.

Auerbach: Exactly. It goes to the long-term
relationships the Institute has, the credibility of

the information we provide over time, and the
reputation of the industry. All of those things go into
our success and our ability to advocate on behalf of

the industry.

WHAT HAS ICI'S ROLE BEEN IN THE DEBATE ON
FINANCIAL SERVICES REGULATORY REFORM?

Auerbach: We were up on the Hill early. As the
crisis accelerated in September [2008], we were
there educating committees on the mutual fund
perspective. We signaled what we as an industry
were going to do, to help not only mutual funds,

but the capital markets. One of our key goals was

to slow a rush to judgment that would lead to a
dismantling of the regulatory structure for mutual
funds. As the Hill moves forward, it's important that
policymakers understand that mutual fund investors
were served well by the '40 Acts.

Sackett: We recognized early that this was going

to be a significant issue in this Congress and we
took a proactive approach. Our role has been that
of a table-setter for the intellectual contributions
we brought to bear, such as the Report of the Money
Market Working Group and ICl's white paper on
regulatory reform. We carried the message that we
were bringing thoughtful positions to the debate
and laid the groundwork for their reception. Once
the papers were released, we took them to the Hill.
And we were asked to testify three times, which is
a noteworthy and real example of the high regard
the Hill has for our views. ICl promoted early in the
debate an innovative approach—the Systemic Risk
Council—that has really resonated on the Hill. We

were viewed as a thought leader in this area.




THE CRISIS CERTAINLY HAS INTENSIFIED SCRUTINY OF
ALL ELEMENTS OF THE FINANCIAL SERVICES INDUSTRY.
HOW HAS THIS AFFECTED ICI'S WORK?

Auerbach: There is a perception that the finance
industry has been bailed out because of TARP, and
there's great public anger at any business that's
thought to be a part of “Wall Street.” So there's
more sentiment against financial services than
probably any other time in recent history. But

the fund industry’s model has demonstrated its
soundness. Our regulatory structure was formed
after the Great Depression and has continually
evolved and strengthened in the decades since.
Mutual funds have kept their reputation intact
through the current crisis, and so we've been able
to have a positive impact on the debate in the

aftermath.

WHAT SHOULD MEMBERS KNOW ABOUT ICI'S WORK
ON STRENGTHENING THE g01(k) SYSTEM?

Auerbach: We face formidable headwinds in

the debate about the proper role of the defined
contribution retirement system. Our research-based
education effort is as important as ever. Part of

that mission is to educate about the great efficacy
of 401(k)s as a retirement vehicle, along with the
increasingly important role of IRAs [individual
retirement accounts] in the U.S. retirement savings
system. Another part is to continue ICl's long
advocacy for making the Social Security system
financially sound. 401(k)s are incredibly successful
savings plans, and we advocate for them extensively,
but we want policymakers to understand that they
have to be viewed as part of a system—along with

Social Security and personal savings.

Sackett: Much of the 401(k) debate has focused
around fee disclosure, which ICl has long supported,
and we are engaged with members of Congress
who are considering 401(k) disclosure legislation.
Some of the legislative proposals concern us, even
as we share the stated goal of enhanced disclosure.
We are working hard to ensure that Congress and
the Department of Labor get disclosure right so
that it is meaningful and easily understood for plan
sponsors and participants. ICl members and their
lobbyists have been full partners in our endeavors
to realize meaningful, concise disclosure for 401(k)

participants.

LOOKING FORWARD, WHAT DO YOU SEE AS ICI'S
BIGGEST LEGISLATIVE PRIORITIES IN THE COMING
YEAR?

Auerbach: In 2010, a new Congress and
Administration will get their first report card from
the voters—so they'll want to show results. Our
goal is to make sure that whatever the outcomes
are for financial services regulatory reform or the
retirement system, they serve the interests of our
investors. The new challenge in 2010 will be a large
tax bill that will need to move because of expiring
provisions. As Congress tackles that legislation,
we'll be fighting for pro-investor provisions there
as well.

Donald C. Auerbach joined ICl in 2004 and has been Chief
Government Affairs Officer and Co-Head since March 2009.

Dean R. Sackett Ill joined ICl in 2000 and has been Chief
Government Affairs Officer and Co-Head since March 2009.
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